Course:
03.452

Forest Science II

Unit 8:
Economics of Forest Resources Management
Lesson 2:
Ad Valorem Taxes

QCC:
58, 60, 61, 62, 64, 171, 173, 380, 390, 410

Objectives: 

1. Explain the purpose of ad valorem taxes.

2. Describe three methods of determining bare land value.
3. Explain the differences between the preferential assessment program for forest properties and the conservation use valuation of forest properties.
4. Calculate timber harvest tax for a timber sale.
Teaching Time:

2 days - 55 minute periods
References:

Dangerfield, Gunter, & Kriesel.  Tax Incentives for the Georgia Land Owner.  University of Georgia.  
Materials and Equipment:

Overhead projector

Dry erase board or chalkboard

Handouts
Teaching Procedure

Introduction and Mental Set

In Georgia, property taxes play a major role in funding the operations of county and city governments and public school systems.

Discussion

1.
What are ad valorem taxes?

AAd valorem@ taxes, meaning taxes levied Aon the basis of value,@ are determined for two classes of property: tangible - AReal and personal property such as land, buildings, cars, etc.@ and intangible - Astocks, bonds, savings, etc.@
The value assigned to individual property parcels provides a basis for distributing the burden of funding local government expenses.  Therefore, major concerns of property owners are drawn from the assignment of value and procedures used to determine that value.

2.
Who establishes property taxes?
The tax assessor establishes values of taxable property.

3.
What are landowner rights when establishing real property values?  Annually, property owners have the right to declare the value of property when they enter a property tax return to the local board of tax assessors.  The return offers the owner=s estimate of property value or changes in value, which the county is to consider when a property revaluation is conducted.

A second landowner right exists with the opportunity to challenge or appeal values assigned to property by the local board of tax assessors.  It is available every time the tax value of a landowner=s property is changed by the board.

In addition to certain rights, landowners also have alternatives for the manner in which bare land is valued.

4.
Discuss three methods of determining bare land value.
A.
Fair Market Value (FMV)

B.
Preferential Assessment for Agricultural and Forest Property (Preferential Treatment)

C.
Current Use Valuations of Conservation Use Properties (Conservation Use Valuation) and Residential Transitional Properties

5.
What is AFair Market Value?@
According to Georgia law, FMV is Athe amount a knowledgeable buyer would pay for the property and a willing seller would accept for the property in an arm=s length, bonafide sale.@
In the early 1980's, attention was called to the bias of the FMV system whereby sales of property for development purposes in an area formerly devoted to agricultural or forestry uses would inflate general land values above the level supported by farming or forestry.  In 1983, the APreferential Assessment Program for Agricultural Properties@ was passed.  In 1991, the ACurrent Use Valuation of Conservation Use Properties and Residential Transitional Properties@ bill was passed.

6.
Both of these laws were designed to give fair assessment of agricultural and forestry properties.  Discuss the difference between the two.  Land value under the Preferential Assessment Program is based upon calculations of the FMV system.  As required by law, 75% of the FMV equals the appraised value for Preferential Assessment.  The owner=s actual tax bill is calculated as follows:

Preferential Appraised Value= FMV x 75%

Preferential Assessed Value = Preferential Appraised Value x 40%

Tax Owed= Preferential Assessed Value x County Millage Rate

The primary difference between the Conservation Use and Preferential is the manner in which land value is determined.  Conservation use properties are to be valued according to a ACurrent Use Value.@  The legislation went on to define Current Use Value as:  Athe amount a knowledgeable buyer would pay for the property with the intention of continuing the property in its existing use and in an arm=s length, bona fide sale.@
The Current Use Value is to be determined by a formula which considers income capitalization based on soil productivity and market sales for different regions of the state.  The Current Use bare land values are to be calculated centrally by the Department of Revenue, which in turn distributes a table of values to each county in the state annually.
7.
Is timber taxed every year as a part of the ad valorem tax?

The method of taxing timber has changed dramatically.  Prior to 1991, each county had individual methods of placing a value on timber.  In some counties, the timber tax was a disincentive for timber growers since timber becomes more valuable as it gets larger and ad valorem taxes were increasing yearly.  The legislative intent was to provide a uniform method of applying an ad valorem tax for standing timber at sale or harvest.

Timber is assessed at 100% of its fair market value (FMV) times the millage rate at the time of sale, or harvest if there is no sale.  The FMV of timber is generally going to be the actual sale price, but it must be a bona fide sale.

Example: Timber sale price of $34,980.00.

                County millage rate of .02570.

                $34,980.00 x .02570 = $898.99 tax due

8.
Activity
Ask the local tax assessor to come and discuss ad valorem taxes on forest land.

Summary


Ad valorem taxes are a necessary evil for funding county budgets throughout the state of Georgia.  Through Preferential Treatment and Conservation Use, agricultural and forest lands are more fairly taxed today than in the past.  Timber taxes are now due at the time the timber is sold or harvested.

Upon completion of this lesson on Ad Valorem Taxes, students will be able to calculate ad valorem taxes on forest land and timber (timber tax).

Evaluation
Written quiz
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